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EVASION vs. REAL PRODUCTION RESPONSES TO TAXATION AMONG
FIRMS: BUNCHING EVIDENCE FROM ARGENTINA1
Ana Gamarra Rondinel 2
Abstract:
A key idea in public economics is that optimal tax policies and tax instruments can ensure production
efficiency even in second-best environments. This theoretical prediction has been widely accepted and
put into practice in developed and developing countries. Yet, it has been derived from models that ignore
tax evasion. Once enforcement constraints are acknowledged, some studies suggest that –contrary to the
theoretical prediction – production efficiency is no longer the centerpiece of the model while instead
revenue efficiency becomes more relevant. This paper analyzes empirically such trade-off between
revenue and production efficiency in the choice of tax instruments in Argentina. We use a production
inefficient tax policy, the simplified tax regime, which affects firms’ behavior on compliance and real
output. Using the bunching approach and administrative tax data covering all corporate income tax
returns for the years 1997-2011, we show that the asymmetric bunching in Argentina represents intensive
and extensive margin responses. Incorporating turnover evasion in an optimal tax model, we find that in
Argentina the trade-off is not as clear as in Pakistan because bunching could be the result of less
compliance.
Keywords: Tax evasion, SMEs, bunching approach, simplified tax regime, corporate taxation.
1 This paper is part of the master thesis written with a view to obtaining the academic degree of Master
120 en Sciences Économiques, Finalité Approfondie in the Ecole d’économie de Louvain, Université
catholique de Louvain and in the Département des Sciencies économiques, Université de Namur.
Obtained the qualification of outstanding
2 Economist by the Carlos III University of Madrid (Spain), Master in Economics by the Université
catholique de Louvain (Belgium) and by the Université de Namur (Belgium). She develops research
topics about taxation and economic development in Latin America, she participates in the Review
‘Analisis Tributario’, AELE-Peru (https://www.aele.com/analisis_tributario) and the Review ‘Páginas’,
Peru (https://www.aele.com/analisis_tributario).
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I. INTRODUCTION
In the last decades, globalization and market liberalization have exacerbated poverty and
inequality in developing countries. As a result, additional domestic revenue has become
necessary in order to finance development and poverty reduction. Indeed, as Besley and Persson
(2013, p.2) claim, “tax lies at the heart of state development”.
In Latin America, governments generally rely more on indirect taxation and resource revenue
than on direct taxation. The Value Added Tax (henceforth “VAT”) and non-tax revenues are the
primary sources of revenue collection3. The presence of large informal economies is in fact one
of the causes of this dependence on indirect taxation; since it results in income tax revenue
being insignificant and the tax base being highly concentrated in a few large firms4.
Furthermore, the economic growth witnessed by Latin American countries over the last decade
and half has given rise to an entrepreneurship spirit, leading to the creation of numerous small
and medium enterprises (henceforth “SMEs”). In the literature of tax design, these enterprises
are classified as a ‘hard-to-tax’ sector5. Although this sector represents an important
contribution to the national economy, the tax revenue generated raised by it is very low, due to
the large informality.
In this thesis, we argue that the taxation of SMEs is an important aspect of, and can help to
explain, the relation between informality, tax evasion and domestic revenue mobilization in
developing countries. We will address questions such as: does a cost-benefit analysis reveal it is
worth taxing this sector?  What should be the optimal tax structure of a country with numerous
SMEs and limited tax capacity? The above-mentioned relation presents a challenge to both
academic economists and policy practitioners in developing countries, hence we hope to
contribute to the academic debate and inform policy.
The broad literature on optimal taxation mainly relies on the production efficiency theorem of
Diamond and Mirrlees (1971), which suggests that tax systems should be aimed at maintaining
full production efficiency even in second-best environments. The policy recommendation that
follows from this is to avoid taxes on turnover, trade and intermediate inputs that distort
production efficiency. However, although this recommendation is relevant to developed
countries, the theoretical framework on which it is based ignores the numerous issues faced by
developing countries, such as imperfect enforcement, limited tax capacity, informality and tax
evasion.  Recent studies – such as that of Kleven et al. (2016) – show that in environments with
limited tax capacity, third-best policies are more suitable, even though they imply revenue
creation at the expense of production efficiency. The objective of this study is to analyze
3 Along 1990 and 2009, the revenue collected by the VAT was around half of the tax revenue in Argentina;
whereas the non-tax revenue was 12%. Based on the ICTD Government Revenue Dataset (ICTD GRD, 2014).
4 According to Schneider et al. (2010), the shadow economy in Argentina during 1997-2007 represented
25.3%GDP. Moreover, only 0.1% of firms remit 49% of tax revenue in Argentina (International Tax Dialogue,
2007).
5 Over our period of study (1997-2011), large firms account for around 0.2% of total registered taxpayers in
the corporate income tax structure; while, medium firms account for 67.6% and small firms account for 32.2%. Based
on the Federal Administration of Public Revenue of Argentina (AFIP).
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empirically such a trade-off between revenue and production efficiency in the choice of tax
instruments in a developing country, namely Argentina. In order to do this, we explore a
production inefficient tax policy called the Simplified Tax Regime (henceforth “SR”), according
to which firms are taxed either on their profits or turnover depending on which tax liability is
larger6. This policy is based on the idea that a larger tax base is more difficult to evade. It was
implemented in 1998 in Argentina with two purposes: to fight informality and to reduce
evasion, or in tax policy jargon, to transform “ghosts” into taxpayers and “icebergs” into fully
taxpayers7.
We begin our analysis by presenting a simple theoretical framework based on the model of Best
et al. (2014), which we extend by introducing turnover evasion, in order to account for the
Argentinean context. The optimality conditions of this model suggest that, in countries with
limited tax capacity, it may be desirable to deviate from full production efficiency in order to
increase compliance. To evaluate this theoretical prediction, we use administrative data from the
Federal Administration of Public Revenue (AFIP, in Spanish) covering the tax returns of all
firms subject to corporate income tax between 1997 and 2011. Although it is quite rich, this
dataset has two drawbacks: first, it is not micro-level data, and second, it does not represent
firms in the simplified regime. To overcome these limitations, we adjust the estimation strategy
of Best et al. (2014) while maintaining the core idea that the simplified regime gives rise to non-
standard kink points, due to the joint and discontinuous change of the tax rate and the tax base at
a cutoff. As the authors suggest, such kinks influence the behavior of firms in terms of
compliance and real production differently, and give rise to an excess mass around the kink.
There are three main findings. First, the introduction of the policy provides SMEs with an
additional incentive to reduce their turnover (‘legally’ or ‘illegally’) and to comply with costs.
As a result, we observe bunching among those firms in all periods, but more pronounced in
1997 and 1998 (respectively the year before and the year of the introduction of the policy).
Second, we find that in Argentina this phenomenon is mostly the result of evasion responses.
Indeed, given the speed of reaction, the observed bunching around zero and the significant
bunching in 1997 and 1998 is far more likely a consequence of evasion responses rather than of
real output responses, as previous studies suggest (Mosberger 2016; Lediga et al. 2016). Third,
in line with existing research (Devereux et al. 2012; Dekker et al. 2016), bunching is
asymmetric around a profit rate of 0.09. This provides strong evidence that firms respond to the
taxation component of the policy. Taken together, these three findings suggest that when
6 They were first introduced in the 1970s in Latin America to deal with the difficulty to apply the VAT to
small taxpayers. Later, in the 1990s (1997, in Brazil and 1998, in Argentina) were expanded to the rest of the
continent, except in Venezuela, Panama and El Salvador. Nowadays, there are three types of simplified tax regimes:
ones that replace the income tax, others that replace the VAT and others that replace both plus social security
contributions (applied only in Argentina, Brazil and Uruguay). The criterion of qualification is mainly the turnover;
although some regimes have additional objective parameters as physical area, electricity bill and number of
employees. Some countries have more than one regime as Bolivia (3), Chile (5), Mexico (3), Uruguay (2) and Peru
(2). The universe of taxpayers covered is: self-employed, and micro and small unincorporated enterprises mainly in
the commercial and service sectors. Finally, the tax calculation commonly used is a monthly fixed quota.
7 Kanbur and Keen (2014) divide the population of taxpayers by different forms of compliance and non-
compliance. Among the later we can find “ghosts” and “icebergs”. The former is the invisible taxpayer who should
be registered for tax purposes but do not, hence is outside the tax net. While, the later is a registered taxpayer who
illegally misreport their costs and/or output in order to reduce her tax liability.
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turnover evasion is taken into account, the revenue efficiency of the policy is not as
straightforward as the theory suggests.
This paper draws upon the broad literature of firms’ behavioral responses to taxes (Kopczuk and
Slemrod 2006; Munk 1978), the recent bunching literature (Saez 2010; Chetty et al. 2011;
Kleven 2016; Kleven and Waseem 2013) and the studies of optimal taxation of firms with
limited tax capacity (Emran and Stiglitz 2005; Gordon and Li 2009; Kanbur and Keen 2014;
Dharmapala et al. 2011; Keen 2007; Keen 2012; Boadway and Sato 2009; Abramovsky et al.
2014). We believe our contributions to the literature are threefold. First, this paper provides
direct empirical evidence on firms’ margin responses to a widespread and questionable policy in
Latin America with scarce quantitative evidence. An overview of the literature indicates that the
majority of the existing work is based on developed countries; few studies analyze the relation
between informal firms, evasion and taxation in developing countries. Indeed, Kleven and
Waseem (2013) were the first to extend the literature to a developing country using
administrative data and notches, although their method was ill-suited for extensive margin
responses. In line with our study, Carrillo et al. (2014) examined the effect of third-party
reporting in Ecuador and concluded that when the tax limitations of developing countries are
considered, policies such as third-party reporting or simplified tax regimes alone are ineffective
for reducing tax evasion.
Second, we contribute to the nascent literature that uses a bunching approach to estimate firm
responses to tax changes, an approach which is the object of a controversy in the public
economics literature. As Saez (1999) points out, the majority of studies focus on the effect of
marginal tax rates in the context of personal income tax (henceforth “PIT”), and little attention
has been paid to the corporate income tax (henceforth “CIT”). For instance, Saez (2010) uses
the density distribution of earnings of self-employed and wage earners to study the effect of
marginal tax rates of PIT in the U.S.. In a similar vein, Chetty et al. (2011) study the
discontinuous change in the PIT base in four groups of the population (married women vs.
single men and military vs. teachers), by calculating for each individual the distance between
taxable income and the top tax threshold, and using the density distribution of this distance. By
contrast to these studies, we compare the marginal changes in tax rate and tax base of two
different regimes, the general regime and the simplified regime. We use an indicator of
profitability (namely the profit rate) to both capture discontinuous changes and exploit three
types of modifications (on the turnover tax rate, on the profit tax rate and on the tax base).
Third, we differ from Best et al. (2014) in three aspects: (i) we do not assume a priori that
bunching represents evasion responses, (ii) we give a crucial role to turnover evasion and (iii)
we are less optimistic than Best et al. (2014) with regards to the potential of the simplified tax
regime, in that contrary to the results they obtained with Pakistan our results suggests
skepticism towards the idea that a broader tax base significantly reduces evasion. Overall, three
factors make our work a relevant contribution to the tax design literature: the topicality of the
subject, the analytical approach used and the social implications of the policies discussed.
The rest of this paper is structured as follows. The next section introduces the theoretical
framework used for analyzing the trade-off between revenue and production efficiency. In
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section III, we discuss the relevant institutional background and describe the data we use in the
empirical analysis. Section IV explains the empirical strategy used in estimating firms’
behavioral responses. In section V, we present our results from the bunching evidence and
bunching estimation. Section VI deals with some experiences of the impact of the policy.
Finally, section VII briefly concludes.
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II. THEORETICAL FRAMEWORK
The purpose of this section is to develop a conceptual framework within which will be
examined the trade-off between production and revenue efficiency in the presence of tax
evasion. We begin with a brief review of Best et al. (2014) who model this trade-off for
Pakistan, we then take this model as our baseline model and propose two extensions to make it
compatible with the Argentinean setting.
2.1 The trade-off in the Best et al. (2014) framework
Best et al. (2014) use a static model of optimal taxation of firms with no uncertainty. In a partial
equilibrium framework with no inputs and only one final good, firms choose how much output
to produce and the costs to report to the tax administration .̂ We assume firms can only over-
report their costs ^> ( ) in order to reduce their reported profits (and therefore tax liability).
The tax liability depends on firms’ output and reported costs: ( , )̂ = [ − ]̂, where is
the tax base parameter which determines the tax regime the firm belongs to, either to the
simplified tax regime with a turnover tax base ( = 0) or to the general regime with a pure
profit tax base ( = 1). Misreporting entails costs ^− ( ) , which correspond for instance
to the risk of being audited, the fine paid when the firm is caught by the tax administration, the
productivity losses from operating in cash, the costs of not keeping accurate accounting books
or the costs from changing the production process to eliminate verifiable evidence (Kopzuk and
Slemrod 2006; Best et al. 2014). These costs are convex with the level of tax evasion8. Also,
profits depend positively on after-tax income and negatively on reported costs. Moreover, we
assume a small open economy where firms are price-takers; hence we normalize the price of the
final good so that turnover and output are identical9. As a result, we have the true after-tax
profit: ( , )̂ = − ( ) − [ − ]̂ − ^− ( ) and the reported after-tax profit:^( , )̂ = − ^− [ − ]̂. The optimization problem of a representative firm is therefore:
,^ ( , )̂ = − ( ) − [ − ]̂ − ^− ( ):= 0 → ( ) = 1 − = 1 − … (1)
^ = 0 → ^− ( ) = … (2)
8 As a result, we have three possible cases: no misreporting (^− ( ) = 0), over-reporting (^− ( ) >0) and under-reporting (^− ( ) < 0). Is not unreasonable to think that firms under-report costs; in fact Carrillo et
al. (2014) show that when the audit probability is a decreasing function of the profit rate, firms under-report revenues
and costs in order to ‘look small’ and, hence avoid being audited. Note that in our case, the SR affects firms’ size
because it gives incentives to firms to stay small indefinitely and/or to reduce their size in order to benefit from the
regime. However, firms modify their size through misreporting as long as the tax payment is larger or equal to the
costs of misreporting. If the costs of misreporting are too large, then firms will prefer to not misreport and will reveal
their true costs and/or turnover. Is obvious that the larger the firm, the lower the costs of misreporting (in proportional
terms).
9 Therefore, net income can be referred to as profits and gross income as turnover or output. The profit tax is
thus over net income while the turnover tax is over gross income.
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where, is the effective marginal tax rate ( ).
The first of these expressions determines the real output level. Note that the effective tax rate
reduces the marginal return to real output. It is a distortionary tax which creates a wedge and
which depends on the statutory tax rate and the tax base; ≥ 0, ≤ 0. An increase of the
tax rate (∆ > 0) or a larger tax base (∆ < 0) raises the effective tax rate, which in turn
reduces the marginal return of real output and, hence decreases firms’ real output level.
The second expression determines the level of evasion and it is increasing in statutory tax rate
and in tax base. Indeed, an increase of the tax rate (∆ > 0) or a narrower tax base (∆ > 0)
raises the marginal return of misreporting (∆ > 0) which in turn give more incentives to firms
to evade by over-reporting costs10.
When firms are subject to the general regime, they are taxed on their profits ( = 1) and the
statutory tax rate is the profit tax. Equations (1) and (2) become: ( ) = 1, ^− ( ) = .
We observe in the first expression that the wedge disappears, so that a firm’s production
decision is undistorted. The second expression implies that firms have an incentive to evade in
the general regime because the marginal return of misreporting is the profit tax.
Conversely, when firms are subject to the simplified tax regime, they are taxed on their turnover( = 0) and the statutory tax rate is the turnover tax, hence equations (1) and (2) become:( ) = 1 − , ^− ( ) = 0. In this case, a wedge distorts the production decision of
firms by reducing the marginal return to real output; on the other hand, firms get no benefits
from misreporting costs.
The model specifies a government which can only raise revenue by taxing firms. This is not an
unreasonable assumption in developing countries where, due to high administrative costs,
income taxes are often concentrated on CIT11.  The government sets the tax base and the tax
rate in the presence of tax evasion in order to maximize welfare under the constraint of
collecting a revenue . This simple model does not include the behavior of households. It is
assumed that the only individuals in the economy are the firms’ owners, whose consumption
depends on the after-tax profits obtained. Maximizing welfare is thus equivalent to maximizing
the aggregate consumption or after-tax profit, subject to an exogenous revenue requirement .
The optimization problem of the government is:
10 For example, if the government improves its tax capacity by increasing the number of inspections or the
amount of fines, then it becomes more costly for a firm to evade. In the 2004 reform, the Argentinean tax
administration introduced a fine (100 - 3 000 pesos) plus the precautionary closing of the business in case of tax
evasion. Five years later, in the 2009 reform, the fine was modified to 50% of the single tax. In the model, these
policy changes would translate into higher costs of evasion.
11 The empirical evidence suggests that low fiscal capacity countries rely heavily on taxation of firms. For
example, in Argentina CIT revenue represents 65% of the tax income revenue, while PIT represents only 31% (mean
over 1990-2010; based on the ICTD Government Revenue Dataset (ICTD GRD, 2014)).
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, = ( , )̂: ≤ ( , )̂
Where, ( , )̂ = [ − ]̂ : ( , )̂ + ( ( , )̂ − ):= 0 → ≥ 1= 0 → ≥ 1
Where denotes the (endogenous) marginal costs of public funds (intuitively, it is the ‘price’
the government faces to collect revenue in order to finance public expenditure).
In this setting, the government has two instruments for tax policy, the tax rate and the tax base.
From this model Best et al. (2014) state the following optimal tax rules:
 Lemma 1: When there is perfect enforcement, then the optimal tax base is = 1.
Proof: Perfect enforcement implies no evasion, so firms report their true costs ^= ( ) and(0) = 0. The optimization problem of firms becomes: ( ) = − ( ) − [ − ( )]
where the result is an efficient output decision: ( ) = 1. Consequently, with perfect tax
enforcement the theorem of Diamond and Mirrless (1971) holds, full production efficiency is
maintained with = 1 and a pure profit tax.
 Proposition 1: When there is imperfect enforcement, then the optimal tax base is = 0.
Proof: With imperfect tax enforcement, firms have an incentive to misreport ^> ( ) even
though it entails some cost ^− ( ) > 0. In such context, the firms’ optimization problem
is: ,^ ( , )̂ = − ( ) − [ − ]̂ − ^− ( ) . This results in an inefficient output
decision ( ) = 1 − . Consequently, firms deviate from optimality but have no incentives to
misreport.
Proposition 1 is a generalization of the optimal tax rule (Lemma 1) in the presence of tax
evasion, it captures the trade-off between production and revenue efficiency in the choice of the
tax base and reflects the notion that “a broader base is harder to evade” (Best et al. 2014, p.2).
From a policy perspective, if the revenue efficiency concern is stronger than the production
efficiency concern, then it is socially optimal to switch to turnover tax (i.e. broadening the tax
base) = 0. As a result, the production wedge increases, producing a second-order welfare
loss, while the evasion rate decreases, leading to a first-order welfare gain. Conversely, if the
production efficiency concern is stronger than the revenue efficiency concern it will be socially
optimal to choose a profit tax, by setting = 1. In this case, firms’ real output decision is
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undistorted, but this is at the expense of evasion. The first case appropriately describes the case
of developing countries with imperfect tax enforcement and weak tax capacity, while the later
approximates the reality of a developed country.
2.2 Extension
2.2.1 Turnover evasion
In the baseline model it was assumed that firms could only over-report costs12. In this section
we extend the model to allow for turnover evasion. The extension is justified by the idea that
Argentinean firms have strong incentives to under-report turnover because is the main criterion
of qualification and categorization in the simplified tax regime. Firms can over-report costs ^>( ) and under-report output ^ < , and both of these entail costs (^− ( ), − ^). In this
setting, firms choose how much output y to produce, as well as the output ^ and costs ^ reported
to the tax administration. The optimization problem of the representative firm can thus be
written:
^,^ ( ,̂ )̂ = − ( ) − [^− ]̂ − (^− ( ), − ^):
^ = 0 → ′^ = … (1)
^ = 0 → ′^ = … (2)
Similarly to the baseline model, equation (1) determines the level of turnover evasion while
equation (2) dictates the level of costs evasion. Both are increasing in statutory tax rate but only
equation (2) is affected positively by the tax base. Moreover, firms in the general regime( = 1) have the same incentives to evade in turnover and in costs because the marginal return
of misreporting is the profit rate: ′^ = ′^ = . This result is reasonable in the general
regime, where evasion in costs and/or in turnover reduces reported profits and hence tax
liability. On the other hand, firms in the simplified regime ( = 0) only have an incentive to
under-report turnover: ′^ = , ′^ = 0.
In this extended model, the government’s optimization problem (and hence the result derived
from it) remains the same: ≥ 1.
To conclude, the introduction of turnover evasion to the baseline model does not contradict our
previous results; on the contrary, it is helpful in furthering our understanding of the problem.
Indeed, with this simple extension we captured the idea that firms under-report turnover
irrespective of the tax regime to which they are subject, while they have more incentives to
evade in the general regime than in the simplified regime because 0 < < .
12 The original assumption based on Best et al.’s (2014, p.4) idea that “it may be easier to fabricate costs than
to conceal revenues”.
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2.2.2 Single tax
In this second extension we assume a fixed fee rather than a turnover tax. This is to reflect the
fact that in the simplified regime Argentinean firms pay a fixed fee called single tax, which is
determined by the tax administration and depends on the category to which the firm belongs
(see Table AVIII). The single tax thus depends positively on the reported turnover ( ). The
optimization problem for a representative firm with cost evasion only is:
,^ ( , )̂ = − ( ) − ( ) − [ − ]̂ − ^− ( ):= 0 → ( ) = … (1)
^ = 0 → ′^= … (2)
Turnover evasion is now introduced to see if there are any significant changes in the results.
Note that in this case the single tax (^) is decreasing in the turnover evasion. The
optimization problem for a representative firm with turnover and cost evasion is:
^,^ ( ,̂ )̂ = − ( ) − (^) − [^− ]̂ − (^− ( ), − ^):
^ = 0 → ′^ = ′^ + …(3)^ = 0 → ′^ = …(4)
When there is only cost evasion (equation 1 and 2), firms in the general regime ( = 0, =1) maintain full production efficiency and over-report costs: ( ) = 1, ′^ = , while firms
in the simplified regime ( = 1, = 0) deviate from production efficiency and report costs
truthfully: ( ) = 1 − ′ , ′^ = 0. When there is turnover and costs evasion (equation 3 and
4), firms in the general regime ( = 0, = 1) evade in turnover and costs: ′^ = ′^ = ,
while firms in the simplified regime ( = 1, = 0) only under-report turnover: ′^=0, ′^ = ′^. In both cases, the government chooses the tax rate and the tax base , to
maximize welfare subject to the revenue requirement: ≤ ( ) + ( , )̂ when there is
only costs evasion or ≤ (^) + ( ,̂ )̂ when there is turnover and costs evasion. The
result from the government’s optimization problem in both cases remains the same: ≥ 1.
Therefore, this extension leads to the same predictions of the baseline model. Consequently,
whether a single tax or a turnover tax is used should not alter the main insights of the model.
This theoretical framework gives qualitative predictions on the optimal taxation of firms under
the presence of tax evasion. In the empirical section, the quantitative implications of such
predictions will be examined by exploiting a production inefficient tax policy in Argentina,
namely the simplified tax regime.
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III. INSTITUTIONAL BACKGROUND AND DATA
3.1 Corporate taxation in Argentina
CIT is a crucial source of revenue in Argentina, as it raises 4.4% of GDP, which represents
about 29% of all central tax revenues13. The tax system is residence-based and the current CIT
rate is 35%. In the period under study there were 132 298 firms in the General Regime (GR)
filing tax returns each year and 1 561 711 active firms registered in the Simplified Regime (SR)
each year (Table AI). Despite these numbers, the revenue collected in the SR is insignificant in
Argentina’s tax system: it accounts for only 3% of CIT revenue and 1% of total tax revenue
(mean over 1998 to 2011)14.
The introduction of the SR in November 1998 had two purposes: to fight informality (first
motivation) and to reduce tax evasion (second motivation). This scheme is one of the few in
Latin America that links informality, taxation and social protection15. It consists of a single tax
composed by two components: a monthly tax which replaces income tax (PIT and CIT) and
VAT, and a social security component that includes retirement benefits and health coverage. To
keep the model simple, we ignore the social security contributions and focus only on the
monthly tax and the CIT16. The SR classifies firms in eight categories (A-H) depending on their
reported turnover and each category has a different monthly tax (see Table AII). Importantly, in
order to follow the methodology of Best et al. (2014), we transform the single tax to a turnover
tax, so that the turnover tax obtained is the minimum amount that a firm allocated in the lowest
category (category A) can pay17. However, when comparing categories, the turnover tax of
category A is in fact the highest turnover tax in proportional terms, suggesting certain
regressivity in the SR (as mentioned in the reports of the tax administration).
The idea of the SR is to give incentives to small taxpayers to voluntarily comply with their tax
obligations by offering access to a retirement plan and to health insurance, and by minimizing
the costs of compliance. These small taxpayers are self-employed workers, unincorporated
small businesses such as cooperatives, and irregular societies of up to three members. The main
rules of the SR are as follows. Once a taxpayer has adhered to the SR, a minimum period of
permanence (one calendar year) is required. Also, when the firm wishes to withdraw from the
SR, it has to fulfill the tax and social security obligations imposed by the GR at the latest on the
first day of the month following the withdrawal. To be eligible, the highest turnover obtained
13 Mean over 1997-2011, based on the ICTD Government Revenue Dataset (ICTD GRD, 2014).
14 Nevertheless, the SR of Argentina collects the second highest revenue among SRs in Latin America (after
Brazil’s simplified tax regime, SIMPLES) (ILO, 2014).
15 Since 2004, the SR contains complementary special regimes for specific ‘hard-to-tax’ sectors, namely: (i)
the Regime of Social Inclusion and Promotion of Independent Work, (ii) the Simplified Regime for Effectors of
Local Development and Social Economy, (iii) the Special Regime for Workers Associated to Labor Cooperatives and
(iv) the Simplified Regime for Domestic Service Workers.
16 So we use the terms “single tax” and “monthly tax” interchangeably throughout the paper.
17 The turnover tax is the single tax (annual) divided by the lowest and highest annual turnover base of each
category; thus, we have a minimum and a maximum turnover tax in each category. To follow as close as possible the
methodology of Best et al. (2014), we choose the minimum turnover tax from the lowest category (category A).
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from the principal activity in the previous year should not exceed the limit established by the tax
administration (see Table AII). Other requirements for eligibility are that the firm has to meet
some objective parameters (see Table AII), it cannot be an importer, it cannot reclaim credits on
inputs. In addition, the firm must report its turnover and objective parameters regularly in order
to confirm they meet the requirements18. On the other hand, a firm in the SR is not required to
fill any tax return because it is excluded from VAT and CIT, nor is it required to keep
accounting books.
During the period under study, there were three reforms affecting either or both of the two
regimes. The first reform (December 1998) increased the profit tax rate from 33% to 35%, the
second reform (July 2004) raised the single tax of the highest categories in the SR and the third
reform (December 2009) broadened the tax base of the SR (see Table AII). The second and
third reforms introduced additional modifications that are deliberately ignored in order to focus
on the changes of the tax rate and the tax base. Table AI (Panel A) shows the variations in profit
tax rate, turnover tax rate and tax base over the period under study. Similarly to Best et al.
(2014), we exploit these variations in our empirical analysis. For practical reasons, we divide
the period under study based on the policy and the three reforms identified:
Table I: Tax rates and kink points
Period 1997 1998 1999/2003 2004/2009 2010/2011
(min.) - 0.033 0.033 0.033 0.020
(total,min.) - 0.066 0.066 0.088 0.11
0.33 0.33 0.35 0.35 0.35( . )⁄ - 0.1 0.09 0.09 0.05( , . )⁄ - 0.2 0.18 0.25 0.31
Note: (min.) refers to the monthly tax and (total,min.) refers to the monthly tax plus social security
contributions.
3.2 Data
The analysis is based on administrative data from the Federal Administration of Public Revenue
(AFIP, in Spanish). It covers all CIT returns for the period 1997-201119. It is worth highlighting
that our dataset contains only firms filing the CIT returns, i.e. only firms in the GR20. A
clarification on the terminology is useful at this point. Before the introduction of the policy, the
18 Originally, this was every tax year, but since 2004, firms must report these every four months (May,
September and January).
19 In Argentina, the tax year coincides with the calendar year, i.e. it runs from January 1 to December 31.
However, the last day for firms to present their CIT returns to the tax administration is the June 30. Note that we do
not consider the tax year 2001 because the observations were not sufficient. Indeed, in 2001, the tax administration
modified the format of the tax returns. Another reason for excluding the tax year 2001 is that the Argentinean
economy suffered of a deep recession (“corralito”) in that year.
20 Note that electronic filing (Presentación de DDJJ y Pagos) is optional for all firms; but around 97% of
firms used this method from 2006 to 2010 (CIAT, http://www.ciat.org/index.php/es/productos-y-
servicios/ciatdata/anexos-estadisticos.html) which ensures less measurement error in the data, as highlighted by Best
et al. (2014).
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GR was the only regime in the CIT structure, and firms outside of it were informal firms, called
“ghosts” in the tax jargon. Thus, firms could only move from the GR to informality and vice
versa. Importantly, within the GR there were firms misreporting costs and turnover, colloquially
called “icebergs” in the GR.
Since the introduction of the policy, there are two regimes co-existing in the CIT structure, the
GR and the SR. Six flows are identifiable: from the GR to the SR and vice versa; from the GR
to informality and vice versa, and from the SR to informality and vice versa. Of course, in the
SR, there are also firms that under-report turnover, called “icebergs” in the SR. We restrict our
analysis to the flow from the GR to the SR because, as explained above, the data relates
exclusively the behavior of firms in the GR. Flows between formality and informality, although
they provide interesting insights given the first motivation of the policy, are not the focus of this
study. Instead, we focus on the second motivation of the policy, namely the reduction of
evasion.
For tractability, we selected three variables: turnover, gross profits and taxable income. The
information available on the CIT returns includes all kind of balance sheet items such as total
costs, total purchases, tax liabilities, total assets, initial and final stocks, etc., but the three
aforementioned variables are sufficient for our purposes. Figures AI1 and AI2 identify the
variables used in the empirical analysis. In this regard, the calculation of the profit rate (defined
as profits as a fraction of turnover) is worth explaining. Indeed, when either the calculated profit
(reported turnover minus reported costs) or the reported gross profit are used, the distribution of
the profit rate (profits as a share of turnover) is above zero and too on the right of the cutoff
even when social security contributions are included. For this reason, the reported taxable
income21 is used in the empirical analysis in order to calculate the profit rate.
In the original data, firms are classified in 17 categories defined by thresholds relating to their
reported turnover (see Table AIV), even though all firms are taxed on their profits by a flat tax
rate. We take advantage of this format and divide our data in groups according to their
eligibility and size22: all firms (categories[1 − 17] ), eligible or small firms (categories[1 − 2] ),
non-eligible firms (categories[3 − 17] ), medium firms (categories[3 − 15] ) and large firms
(categories[16 − 17] ).
Limitations of the data
The data has two limitations that are important to highlight. First, the data only represents firms
in the GR, and there is no information about firms in the SR. The next section explains how this
limitation is dealt with. Second, the data is not micro-level data, since firms are already grouped
in 17 categories based on their turnover, ranged from 0 to more than 500 000 000 pesos (Table
AIV). Instead of having the turnover, gross profit and taxable income of “firm i in tax year t”,
the data only contains the turnover, gross profit and taxable income of “all firms in category j
21 Note that firms report their taxable income as the gross profit increased or decreased by items modifying
the tax base, so that the profit tax rate is levied on it.
22 Based on the “Boletín Oficial de la República de Argentina, No. 24/2001”.
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for the tax year t”. In other words, the original data is already binned. If it is assumed that all
firms within each category are homogeneous, one can calculate the mean value of the turnover,
gross profit and taxable income for that category, i.e. those reported by a “representative firm in
category j for the tax year t”.
The fact that the data is binned also entails that the number of observations is limited: there are
only 34 observations in each tax year from 1997 to 2000, and 51 observations from 2002 to
2011, i.e. a total of 646 observations for the whole period. The reason for these numbers is that
the variable of interest is the profit rate, which is calculated using taxable income and turnover.
Now, initially, firms in each of the 17 thresholds could report either positive or negative taxable
income (from 1997 to 2000); while after the modification of the format of the tax returns in
2001 (from 2002 to 2011) they could report positive, negative or zero taxable income.
These limitations lead to three significant consequences for the empirical analysis. First, the fact
that the data is not completely disaggregated introduces measurement errors in the bunching
estimates. Second, as explained in the next section, the empirical density distribution is not
completely smooth. Finally, this lack of smoothness and the aggregated nature of the data
prevent us from calculating the standard errors using the bootstrapped method by random re-
sampling from the estimated residuals, since the number of observations in each tax year is too
small.
IV. EMPIRICAL METHODOLOGY
The empirical methodology used here builds on Best et al. (2014), but is adapted to account for
the two limitations of our data. In this section, we first briefly present the strategy and intuition
underlying the approach of Best et al. (2014). We then explain how we differ from them in
constructing our own empirical methodology, and we describe the intuition that underlies our
approach.
4.1 Bunching evidence
As stated in the previous section, there was only one regime in the CIT structure before the
introduction of the SR (namely the GR), while there were two regimes coexisting (the SR and
the GR) after the policy was implemented. This is depicted in the following graph, which
clearly shows that firms with a tax liability above certain cutoff belong to the GR while firms
with a lower tax liability belong to the SR.
Graph I: Bunching methodology
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Source: Best et al. (2014, p.30)
Firms are thus taxed either on their profits or their turnover, depending on which tax liability is
larger. Following Best et al. (2014), this main idea is described by the following equation:( , )̂ = ( − )̂,
Considering a firm at the border between both regimes, both tax liabilities can be equalized23:( − )̂ =
↔ ^ ≡ ( − )̂ =
This gives the cutoff separating the two regimes, defined by the ratio between both tax rates
being equal to a profit rate (reported taxable income as a share of reported turnover). Based on
this simple empirical strategy, Best et al. (2014, p.11) argue that the introduction of the SR
gives rise to non-standard kink points because of the joint change in the tax rate and the tax
base. Under this framework, the introduction of the SR affects firms’ decisions on real output
and compliance differently, the policy causes an outflow of some firms from the GR to the SR.
Once in the new regime, firms decide to produce less and to comply in costs. Both of these
changes (under the assumption of diminishing returns to scale) increase their profit rate and thus
create bunching at the cutoff. According to Best et al. (2014), bunching represents real output
23 Based on previous studies (Saez 2010; Kleven and Waseem 2013; Best et al. 2014), a smooth distribution
and homogeneous responsiveness across firms is assumed. In other words, it is assumed that is “there exists a single
marginal buncher who reveals the bunching response” (Best et al. 2014, p.12). In turn, this allows one to equalize the
tax liabilities.
Density
Profit rate≡ ( − )
↓ , ↓
Bunching ( )SR GR
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(∆ < 0) and evasion responses (∆^< 0), but mostly evasion responses from firms below the
cutoff (intensive margin responses). In fact, the authors go further and argue that the bunching
observed is the result of better compliance24.
Unfortunately, the two behavioral responses used by Best et al. (2014) to explain bunching
cannot be observed, because there is no information about firms in the SR (cf. second limitation
of the data). Hence, taking inspiration from Best et al. (2014), we follow a backward process
and attempt to construct our own strategy and intuition based on what is observed in the data.
Contrary to what would be expected if one followed the reasoning of Best et al. (2014), the data
shows bunching around the cutoff among firms in the GR. We argue that in Argentina bunching
could be the result of both intensive and extensive margin responses. In other words, firms in
the GR could be indirectly affected by the policy, something that Best et al. (2014) completely
discard. Thus, in this case, bunching is also the result of behavioral responses of firms above the
cutoff (see Graph II).
Graph II: Bunching methodology
Source: Based on Best et al. (2014)
This hypothesis rests on three main assumptions, which will be verified in the next section.
First, like Best et al. (2014), we argue that some firms move from the GR to the SR, and that
24 Best et al. (2014) arrive to this conclusion by restricting real output responses. First, since the analysis is
based on a partial equilibrium model it avoids an additional source of production inefficiency, namely the cascading
effect. Second, the authors assume that bunching at the kink only captures intensive margin responses, restricting
production distortions from the extensive margin (i.e. from firms above the cutoff). Third, the authors assume a non-
distortionary profit tax and a distortionary turnover tax; but since the later is smaller than the former, the distortion
generated by the turnover tax is minimal at the cutoff.
Density
Profit rate≡ ( − )
↓ , ↓ , ↑ ↓ , ↓ , ↑
Bunching ( )SR GR
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these firms then decide to produce less and comply in costs. According to Best et al. (2014),
firms reduce turnover because in the SR they have no incentives to continue producing at the
optimal level (since the marginal return to output is lower than in the GR: ( ) = 1 − ). Our
argument is simpler: firms in the SR reduce turnover in order to be classified in the lowest
categories of the regime and pay a lower single tax. This also implies that firms have an
incentive to continue misreporting turnover in the SR: ′^ = . Therefore, the intensive
margin responses observed in Graph II (ie. bunching below the cutoff) represent real output
(∆ < 0) and evasion (∆^< 0, ∆^ > 0) responses. Importantly, this introduces an additional
evasion response, namely turnover evasion.
Our second assumption is that the bunching observed above the cutoff is the response of small
and medium firms. With the introduction of the policy, these firms have an additional incentive
to reduce turnover ‘legally’ (a real response) or ‘illegally’ (an evasion response). In the case of
medium firms, the aim would be to become eligible and move to the SR, and in the case of
small firms, to be classified in the lowest categories of the SR25. Also, those firms have an
incentive to reduce over-reporting costs to be consistent with the information revealed to the tax
administration. These two behavioral changes among SMEs move the distribution of the profit
rate to the right, creating an excess mass around the cutoff. In other words, this would create an
asymmetric bunching rather than a clear spike at the cutoff. By contrast, large firms are not
expected to respond to the policy change because it would be too costly for them to reduce
turnover to the level required by the SR, but also because large firms are more likely to have
international activities and could thus perceive being registered in the VAT as a commercial
advantage. Therefore, the extensive margin responses observed in Graph II (ie. bunching above
the cutoff) represent real output (∆ < 0) and evasion responses (∆^< 0, ∆^ > 0) from SMEs.
Finally, our last assumption is that the observed bunching represents mostly evasion responses
(∆^< 0, ∆^ > 0). When turnover evasion is introduced in the model, firms have an incentive to
misreport turnover (∆^ > 0) in both regimes, and this effect might offset the reduction in cost
evasion (∆^< 0 ), in turn increasing evasion in both regimes. In conclusion, it is not as obvious
as in the case of Pakistan that bunching is the result of more compliance.
4.2 Bunching estimation
We now turn to the methodology used in the bunching estimation. The excess mass at the
cutoff, the area between the empirical distribution and the counterfactual distribution for all
firms in all years (1997, 1998, 1999/2003, 2004/2009 and 2010/2011) are estimated. The
estimation strategy builds on Chetty et al. (2011) and Saez (2010), as well as on the bunching
empirical literature (Best et al. 2014; Lediga et al. 2016, Mosberger 2016, Dekker et al. 2016,
Devereux et al. 2012). Three aspects of the methodology are worth highlighting.
25 Note that the behavioral decisions of medium and small firms are observable because to apply to the SR,
firms need to prove they meet the turnover criteria for at least 12 months. Therefore, when firms take their production
and compliance decisions for those 12 months, they are still in the GR.
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First, the counterfactual density – what the distribution would have looked like had the kink
absent – is estimated from the empirical density26. This is done by excluding data around the
kink and fitting a polynomial, as specified in regression (1). The order of the polynomial is
chosen to optimize the fit and to keep a reasonable degree of freedom27 and in almost all cases a
third-order polynomial is used.
Second, “the bunching window is chosen as the area around the kink that is visibly affected by
the bunching” (Best et al. .2014, p.20). The bunching window is defined by a middle band
around the kink ⁄ − , ⁄ + and two surroundings bands ⁄ − 2 , ⁄ −
and ⁄ + , ⁄ + 2 , below and above the kink, as depicted in Graph III. As in Saez
(2010, p.187), the parameter measures the width of those bands and its choice matters when
estimating excess bunching using regression (1): “if is too small, the amount of excess
bunching will be underestimated; but if is too large it will be overestimated”. As Saez (2010)
suggests, we select graphically to ensure that the full excess mass is included in the band⁄ − , ⁄ + , for this reason the middle band is always selected in such a way that
the kink points are at the center.
Third, there is a unanimous consensus in the literature that the data must be binned, that is the
dataset should be grouped in small intervals (bins) so that the observations are central values (in
this case, the mean). Our data is already grouped in bins (or thresholds) based on firms’
turnover, however, these bins are not symmetric (see Table AIV).
Graph III: Bunching estimation
26 Note that we use a hypothetical counterfactual rather than the empirical density distribution before the
policy, because the excess mass of the bunching around the kink is diffuse, and because as shown in Figure AIII, the
pre-SR distribution is higher than the post-SR distribution.
27 Degree of freedom = number of observations – order of polynomial.
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Source: Base on Best et al. (2014, p.30) and Saez (2010, p.187)
The estimation methodology has four steps. First, we estimate a regression:
= + . = + …(1)
where is the number of firms in bin j, [ , ] is the bunching window, is the order of the
polynomial, is the profit rate in bin j.
Second, we exclude the data near the kink and then fit a polynomial. The idea is to predict the
values from the regression omitting the contribution of the dummies around the kink: ^ =∑ ^ .
Third, we estimate the excess mass: ^ = ∑ − ^ .
Fourth, we calculate the empirical bunching – the firms which cluster around the kink. In order
to do this, we divide the excess mass by the average density of the counterfactual distribution
around the kink, as in Dekker et al. (2016, p.7):^ = ^∑ ^
Density
Profit rate≡ ( − )
↓ , ↓ , ↑ ↓ , ↓ , ↑ After-SRBefore-SR
Upper bandMiddle bandLower band
- 2 - + +2
Bunching ( )SR GR
All band
Ana Gamarra Rondinel. “Evasion vs. Real production …”
(Documentos de Trabajo IELAT – Nº 97 Abril 2017)
Instituto Universitario de Investigación en Estudios Latinoamericanos – Universidad de Alcalá | 23
Finally, the criterion of selection is based on the significance of the estimate (^ ≥ 2), on the
smoothness of the counterfactual, on the order of the polynomial ( ≤ 3) and on the size of the
band (a smaller band around the kink is always preferred because according to the bunching
approach the intensive margin distortions created by kinks are very local; cf Kleven 2016, p.17).
V. RESULTS
The results of the empirical analysis are contained in the figures in the Annex. First, Figure AII
displays bunching evidence for different years (1997, 1998, 1999/2003, 2004/2009 and
2010/2011) and for groups of firms depending on their eligibility (eligible and non-eligible
firms) and size (small, medium and large firms). The aim is to show evidence that firms do
indeed bunch and that this bunching is around the tax kink. Second, Figure AIII is the result of a
placebo analysis conducted by comparing the empirical density of the profit rate in 1998,
1999/2003, 2004/2009 and 2010/2011 to that of 1997 (the year before the introduction of the
SR). Based on our assumptions, no bunching is expected in 1997. Third, Figure AIV shows
identification checks, done in order to test whether the excess mass at the tax kink is indeed a
response to the tax system. This part of the analysis exploits the variations in the tax kink by
comparing the reforms applied in December 1998 (∆ > 0), July 2004 (∆ < 0) and
December 2009 (∆ < 0). Our assumptions lead us to expect that bunching moves along with
the different tax kinks. Fourth, bunching is used to estimate the magnitude of the excess mass
around the kink point (Figure AV).
We merge this analysis in three main results which lends support to the assumptions stated in
the previous section. Our first assumption suggests that firms in the SR misreport turnover. As
stated above, this behavior is unobservable due to the second limitation of our data. However,
the reports of the tax administration (AFIP, 2006) confirm the existence of “icebergs” in the SR,
as they show the agglomeration of firms among the lowest categories of the SR and the frequent
re-categorizations towards the highest categories of the SR. Also, the reports of the ILO (2013,
2014) conclude that the SR has become a ‘shelter’ for evaders. The next section will examine
this issue more closely.
To show that our second assumption is relevant, we present evidence of bunching among small
(i.e. eligible) firms and medium firms. For clarity, the sample is divided into two, according to
whether a firm is eligible or not. The density distributions are plotted in Figure AII2 and AIII2
for eligible firms and in Figure AII3 and AIII3 for non-eligible firms. At first glance, there is
clear bunching only in 1997 and in 1998 for eligible firms, whereas there is bunching in all
years for non-eligible firms. If non-eligible firms are disaggregated into medium and large
firms, bunching occurs in all years for medium firms (Figure AII4 and AIII4) while there is no
bunching for large firms (Figure AII5 and AIII5). These findings seem to confirm our second
assumption, i.e. that small and medium firms are indirectly affected by the policy. Medium
firms have more incentives to decrease their turnover ‘legally’ or ‘illegally’, to reduce their tax
liability and/or to become eligible and move to the SR. As explained in the previous section,
such behavior increases the reported profit rate and moves the distribution to the right, with a
clustering of medium firms around the kink point. This is precisely what is observed in Figure
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AII4 and AIII4. Small firms follow a similar pattern, except that their behavior is aimed at being
classified in the lowest categories of the SR and hence paying a lower turnover tax.
Figure AIV further strengthens our second assumption because it shows that the distribution of
all firms (Figure AIV1), non-eligible firms (Figure AIV3) and medium firms (Figure AIV4)
moves to the right over the period. Surprisingly, the distribution is furthest to the right in the
2010/2011 period and furthest to the left in 1997 and 1998. In addition, when comparing the
number of taxpayers in the years after the policy with those in the year before the policy, growth
rates are negative in the years following the introduction of the policy (1998-2003), and this is
across all categories of firms. More specifically, the number of small and medium firms
decreased by 51% and 30% respectively in 1998, and by 68% and 37% in 1999 (compared to
1997). Also, the growth rates of turnover and taxable income compared to 1997 are negative for
small firms in all the period. This suggests that SMEs moved from the GR to the SR in 1998
and in subsequent years.
Turning to our last assumption, that bunching represents mostly evasion responses, there are
two elements which support it. First, consistent with previous studies, Figure AIII1, AIII3,
AIII4 and Figure AIV1, AIV3, AIV4 show a slight bunching around the zero profit rate28. This
is probably due to the high prevalence of losses in taxable income (see Table AI) and zero
taxable income (which in turn may be partly explained by the generous deductions offered in
Argentina)29. This is quite common in developing countries. For example, Lediga et al. (2016)
find bunching at zero income for small firms in South-Africa, due to loss carry-forward
provisions. Likewise, Dekker et al. (2016) find that a large share of bunching in Netherlands
was driven by tax deductions. To address this issue, we estimate the observed bunching around
zero for all firms, non-eligible and medium firms. However, no value for the bunching estimates
is obtained because the predicted values are zero30. The intuitive explanation is that absent the
policy, in the hypothetical scenario, there is no firm bunching at the zero profit rate. This means
that before the policy there is no firm bunching at zero but after the policy many firms cluster
around zero. This is consistent with our assumption since the most likely explanation is a
response to tax incentives: the policy gives an incentive to under-report turnover, which in turn
results in zero taxable income and hence a zero profit rate.
The second element which supports our third assumption is that sharp and significant bunching
are observed in 1997 and 1998 (the year before and of the policy respectively). Interestingly,
Figures AIV1, AIV3, AIV4 show that bunching in 1997 is sharper than in any other year for all
28 In 1997 and 1998, there is no bunching around zero because no firms are reporting zero taxable income.
Indeed, the CIT returns only allowed to report positive or negative taxable income, and this form of reporting only
changed in 2001. We acknowledge that this change may introduce a problem of potential endogeneity in the results.
29 In Argentina, firms can deduct for loss carry-forward, donations, differences in amortization, salaries to
directors, expenditure of representation, contribution to private pension plans, etc.  in accordance with the Law on
Corporate Income Tax 649/97 (III, art.87).
30 Note that we do not estimate for large nor for small firms because there are too few observations for these
groups.
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firms, non-eligible firms and medium firms31. However, the bunching estimate (Figures AV1,
AV2, AV3)32 is not consistent with what is observed graphically. This is probably because of
the measurement error introduced by our first limitation or because an over-estimation of the
excess mass. Indeed, as Dekker et al. (2016, p.18) explain, “when pooling data we observe
some firms more than once; as a result, we attribute bunching behavior to those firms in every
period, although the behavioral decision is made only once”. In trying to explain the sharp
bunching in 1997 and in 1998, one could call upon the foresight of firms. According to the
reports of the tax administration (AFIP, 2006), the introduction of the SR is a response to the
requests of small taxpayers made to the parliament of Argentina (probably based on the
experience of Brazil where it was introduced in 1997). It is possible that Argentineans firms
anticipated the policy and thus modified their behavior in 1997. This explanation requires the
assumption that Argentineans firms have rational expectations and knew that the bill was being
discussed in parliament. Bunching in 1998 seems less surprising because although the
implementation of the policy was in November 1998, it was approved by the parliament in June
1998 and announced in July 1998 through important advertising campaigns. Thus, firms could
have modified their behavior from July 1998 to June 1999 (the last month for firms to present
their tax returns to the tax administration). Nevertheless, it must be stressed that, by the time the
tax changes were announced, most of the real decisions corresponding to the tax year 1998 had
already been taken. Given this, the speed of reaction provides supporting evidence that
behavioral changes are driven by evasion responses rather than real responses. A similar
reasoning is followed by Waseem (2013), Saez (1999) and Mosberger (2016), and this
conclusion is further supported by the finding of Lediga et al. (2016, p.7) that it is difficult to
adjust real output in a short period, because of adjustment costs and optimization frictions (i.e.
existing long-term contracts). In short, the bunching observed in 1997 and in 1998 confirms that
firms can rapidly adapt their compliance behavior.
Finally, in line with our last assumption, we use the data to argue bunching is the result of
intensive and extensive margin responses. Indeed, Figures AIII1, AIII3, AIII4 show that at the
beginning of the period under study(in 1998), firms bunch below the kink point ( . )⁄ ,
in 1999/2003 the bunch is placed around the kink point, in 2004/2009 exactly at the kink point
and in 2010/2011 above it. The finding that bunching becomes more centered on the kink point
over time may indicate that firms slowly adapt their real output behavior and provides
compelling evidence that firms learn over time. Bunching translates graphically not into a clear
spike at the kink point but instead into a diffuse mass around it. In other words, there is
asymmetric bunching which is sometimes below the kink, other times at the kink and others
above it33. Moreover, Table AV shows that bunching is predominantly around 0.09, which
31 For all categories of firms: ^(1997) > ^(1998) > ^(2010 11⁄ ) > ^(2004 09⁄ ) > ^(1999 03⁄ );
for non-eligible firms: ^(1997) > ^(1998) > ^(1999 03⁄ ) > ^(2004 09⁄ ) > ^(2010 11⁄ ); and for
medium firms: ^(1997) > ^(1998) > ^(1999 03⁄ ) > ^(2004 09⁄ ) > ^(2010 11⁄ ).
32 The bunching estimated in each period is: All firms (2.77 > 2.07 > 5.82 > 3.86 > 2.72), non-eligible
firms (5.93 > 7.40 > 8.15 > 2.68 > 0.56) and medium firms (2.36 > 3.37 > 2.92 > 1.05 > 0.31).
33 Is important to mention that the bunching estimates are fairly sensible with respect to the choice of the
bunching window (lower, middle, upper and all bands) and the order of the polynomial, which confirms that firms
bunch diffusely around the kink point.
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provides strong evidence that firms respond to the tax structure. Indeed, it is difficult to see a
reason for firms to cluster around a profit rate of 0.09 other than the presence of the SR. Note
that such kink point is calculated using only the taxation component of the single tax ( )
without considering the social security contributions. This suggests, interestingly, that firms
respond only to the taxation component of the SR. There are two main arguments in the
empirical bunching literature that can shed light on these findings. First, Kleven (2016, p.23)
points out that the creation of a threshold which separates both regimes makes firms consider
the 0.09 threshold as a reference point introduced by the policy. For example, Mosberger (2016)
explains the Hungarian asymmetric bunching with this reasoning, arguing that, in countries
where the tax authority is not credible, firms bunch above the threshold to avoid being audited34.
Second, in line with this, Carrillo et al. (2014, p.9) point out that the reported profit rate is one
of the key characteristics that the tax authority considers when determining whether to audit.
For this reason, a very risk adverse firm or a firm just below the kink point might prefer to
report the kink point in order to avoid being audited35.
What are the insights that are provided by the reforms? Actually, they do not reveal much. First,
the reform of December 1998 (∆ > 0) slightly decreased the kink point from 0.1 to 0.09. In
Figure AIV the distribution does not move substantially. Also, the overlap of the effects of this
reform with those of the introduction of the SR in November 1998 makes it difficult to
distinguish any pattern in the data. Second, the reform of July 2004 (∆ > 0) increased the
turnover tax rate of the highest categories in the SR. Because the turnover tax rate of the lowest
category is used, the kink point is not affected. Finally, the third reform of December 2009
(∆ < 0) did not affect the ratio of the two tax rates ( . )⁄ because it consisted of a
change in the tax base.
To conclude this section, three main findings are worth pointing out. First, our results show
bunching around the kink point for SMEs and a right-shift of the distribution over the period,
which confirms that the policy indirectly affects firms in the GR. Second, there is a slight
bunching around zero and sharp bunching in 1997 and 1998, both results suggesting that
bunching is mostly due to evasion responses rather than real output responses. Finally,
consistent with our original hypothesis, we observe an asymmetric bunching around a profit rate
of 0.09 which provides strong evidence that firms respond to the policy. Unfortunately, the lack
of data prevents us from continuing with the analysis and estimating the magnitude of the
responses.
VI. EVALUATION
34 This line of argumentation supports the idea of Castro and Scartascini (2015) that suggest that the level of
compliance also depends on individual’s subjective beliefs about the levels of enforcement and penalties, the
behavior of other taxpayers, etc.
35 Another possible explanation is the case of potential endogeneity, the tax administration might have
identified the profit rate where firms cluster and have used it as cutoff; in other words, the tax administration might
have followed a methodology similar to ours to identify the cutoff that separates both regimes.
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In this last section, we present some general information about the SR that we unfortunately did
not have access to. As mentioned earlier, the policy had two motivations: to fight informality
and to reduce evasion. It seems that these became the main concerns of the Argentinean tax
administration because informality and the number of self-employed workers increased sharply
in the 1970s. Small firms are often associated with subsistence and home-based
entrepreneurship, as well as low education levels. These firms cover a significant part of all
salaried employment. For instance, in 2011, firms of up to 5 employees contributed to 19% of
the total employment, and firms of 6 to 25 employees contributed to another 19% (Van Elk and
Kok 2014, p.47). In addition, the tax administration reports (AFIP, 2006) refer to the existence
of ‘involuntary informality’ as a result of a complex tax system and high administrative costs36.
Unsurprisingly, there are few studies about tax evasion in Argentina due to the limited data
availability. The recent study of Gómez et al. (2011, p.29) estimates a tax evasion rate of 21.2%
for VAT in 2006 and of 49.7% for income tax in 2005. Since its implementation, the SR was
successful in attracting taxpayers, as shown in Graph II: the number of active taxpayers
registered in the regime continuously increased and it almost quadrupled in the period under
study, from 642 167 in 1998 to 2 371 469 in 2011.
Source: Based on ILO (2013, p.41)
More importantly, the ILO reports (ILO 2013, p.42) show that the majority of active taxpayers
in the SR are from the service and commercial sectors. For example, in 1999, 40.7% of the total
number of the registered taxpayers was from the service sector and 34.2% was from the
commercial sector. In 2005, the percentages had increased to 67.4% and 28.7%, and in 2013
they had decreased slightly to 61.9% and 18.6%, respectively. Conversely, the minority of
registered taxpayers are from the industrial and farming sectors.
36 According to “Doing business 2014” (World Bank), Argentina is ranked on the 126 position over 189







Graph II: Active taxpayers in the simplified regime
Active taxpayers
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This is likely due to the fact that these sectors engage in trade with firms registered in the GR,
which have a disincentive to carry out transactions with taxpayers in the SR, because deducting
VAT credits from purchases is not possible in that case.
Furthermore, the reports of the tax administration (AFIP, 2006) show that, in February 1999
(four months after the implementation of the policy), there were nearly 777 605 taxpayers which
had registered in the regime and that, by the end of 1999, the number increased to almost one
million taxpayers. According to the reports, 90% of those newcomers were classified in the
lowest categories (A, B and C) and around 2% in the highest categories (F, G and H). The ILO
(2013, p.43) highlights that such numbers continued until 2013: 47% of taxpayers were from
category A in 1999, 46% in 2005 and 54.7% in 2013; whereas only 0.2% of the taxpayers were
from the highest category. The agglomeration of taxpayers in the lowest categories of the SR
confirms the hypothesis that there exist “icebergs” in the SR, i.e. firms who under-report
turnover in order to be classified in the lowest categories. As a consequence, there are frequent
re-categorizations towards higher categories, as we can observe in Graph III, 79.8% of firms
were re-categorized to a higher category in 2005, 82.3% in 2006, 86.7% in 2007, 87.6% in 2008
and 79% in 2009. By contrast, 17.9% of firms were re-categorized to a lower category in 2005,
14.4% in 2006, 10.8% in 2007, 9.2 % in 2008 and 13.4% in 2009 (ILO 2014:39). Also, the
reports confirm that 95.1% of firms registered in 1998 in the SR were from the GR, while only
4.9% were informal firms. Of these 95.1%, 83.8% did not register any tax return the previous
year, and were thus “icebergs” in the GR, while only 16.2% were fully taxpayers. Finally, in
2006, 11.4% of taxpayers registered in the income tax moved to the SR, yet surprisingly their
participation in the income tax revenue was only 0.8%37 (Van Elk and Kok 2014, p.50).
Graph III: Re-categorization in the Simplified Tax Regime
Source: Report (AFIP June 2006, p.14)
Note: Dark blue corresponds to a re-categorization to a lower category, yellow corresponds to a move
from the SR to the VAT, red corresponds to a move from the SR to a sub-regime of the SR for eventual
taxpayers and grey corresponds to a re-categorization to a higher category.
37 For the VAT, Van Elk and Kok  (2014, p.50) indicate that only 2.5% of taxpayers registered in the VAT
moved to the SR, their payments were only 0.1% of the VAT  revenue and 61.1% did not register any payment in
2006.
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Consequently, despite the high number of active taxpayers in the SR, the tax revenue collected
is minimal38 (see Table AI). This is probably because of the elevated evasion in the regime and
because it concerns mostly small taxpayers with very low income. The tax administration
reports (AFIP, 2006) also suggest that the amount of payments in the SR steadily decreased
until 2002 and started increasing only after 2004. Furthermore, many features affect the revenue
collected through the SR, such as the economic cycle, the inflation and the degree of
development. The reports (AFIP, 2006, p.10) estimate a coefficient of correlation between the
amount of payments and the real GDP of 0.84 and between the tax revenue and the real GDP of
0.83 for 1998-2006. Inflation also affects the SR through prices and wages. For this reason, the
ILO (2014) suggests that the scarcity of information about the SR may be due to its instability,
(the single tax was continuously updated by the tax administration). Moreover, contrary to
received opinion, the ILO (2013) indicates that the cities with high HDI and less informality
have a higher number of firms registered in the simplified regime.
Finally, the reports of the ILO (2013, 2014) raise a crucial issue about this policy in Argentina,
and this further strengthens our findings. The SR stopped being a “transitory regime” towards
formality, a short-term policy implemented to motivate a ‘smoother’ transition of informal firms
to formality. Indeed, the weak entry barriers of the SR became strong exit barriers. As the ILO
(2013, 2014) claims, the SR became a "trap" where small taxpayers are encouraged to remain
indefinitely small in order to take advantage of the regime, although most of them have the
capacity to register in the GR. In other words, the SR becomes a shelter for “icebergs”,
impeding their transition to the GR. Thus, the SR is harmful to both tax revenue and production
efficiency because it decreases the revenue that can be collected by the GR and gives incentives
to firms in both regimes to under-report turnover. The ILO (2013, 2014) rightly argues that the
SR should be understood as a short-term policy, and that attention should be paid to the process
of "exiting" the SR.
VII. CONCLUSION
In this study we analyzed the trade-off between production and revenue efficiency faced by
governments in developing countries. In order to do so, we selected a production inefficient
policy, the simplified regime, applied in all Latin America. Under this regime, firms are taxed
based on their turnover and have access to social security benefits. We drew upon Best et al.
(2014), who model the trade-off in the presence of evasion, and we introduced turnover evasion
to better approximate the economic reality in Argentina. The optimality conditions suggest that,
in countries with limited tax capacity, it may be desirable to deviate from full production
efficiency in order to reduce evasion. We analyzed this empirically using the bunching
approach, relying on the idea that firms are taxed either on their profits or on their turnover
depending on which tax liability is larger. Our results are not as robust as we hoped, due to the
38 70% of the revenue collected from the SR is destined to the ANSES (National Administration of Social
Security) and 30% is set aside for provincial jurisdictions according to the partnership’s tax regime (Van Elk and Kok
2014, p.47).
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two limitations of our data. However, they do provide bunching evidence and help to shed light
on the corporate tax situation in Argentina, which will be helpful for future research.
The objective of this study was to analyze empirically the trade-off between revenue and
production efficiency in the choice of tax instruments in a developing country. Is there indeed
any trade-off between revenue and production efficiency in the SR of Argentina? Theoretically,
the regime should reduce the number of “ghosts” and “icebergs”, and hence increase revenue
efficiency (welfare gain) while reducing production efficiency (welfare loss). However, in
practice these results are not so clear. In fact, we showed that turnover evasion played a crucial
role in explaining the results. It is not so obvious that the SR increases compliance at the
expense of production efficiency, so that the trade-off in Argentina is not as clear as in the case
of Pakistan analyzed by Best et al. (2014). All in all, the asymmetric bunching observed among
firms in the GR suggests that something is happening at the extensive margin; the policy might
indirectly affect the real and compliance behavior of firms in the GR by giving them an
additional incentive to evade taxation.
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Table AI: Descriptive Statistics
Panel A: Tax Variables
1997 1998 1999 2000 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Profit Tax Rate 0.33 0.33 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.35
Turnover Tax Rate (Min.) - 0.033 0.033 0.033 0.033 0.033 0.033 0.033 0.033 0.033 0.033 0.033 0.02 0.02
CIT Revenue (%GDP) 2.85 3.18 3.26 3.67 2.85 3.92 4.98 5.27 5.14 5.28 5.17 4.85 5.31 5.9
Total Tax revenue (%GDP) 13.37 13.72 14.1 13.38 11.49 13.65 16.08 16.29 16.22 16.88 16.67 16.47 17.51 18.27
SR Revenue (%GDP) - - 0.14 0.12 0.07 0.08 0.11 0.14 0.13 0.13 0.13 0.14 0.15 0.16
SR Revenue (%TotGovRev) - - 0.81 0.72 0.44 0.39 0.51 0.63 0.58 0.53 0.5 0.51 0.51 0.55
Panel B: Firm Characteristics (Mean)
Taxable Income (thousands,
pesos)
262 269 232 274 1 382 513 432 487 541 696 842 852 1 032 1 271
Profits (thousands, pesos) 769 890 735 803 1 408 1 316 1 322 1 553 1 737 2 204 2 502 2 638 3 266 4 148
Turnover (thousands, pesos) 2 632 2 968 2 413 2 554 4 210 4 370 4 271 5 010 5 637 7 334 8 550 8 604 10 589 13 716
Total number of firms 105 721 102 617 104 193 103 706 93 661 92 699 132 032 133 639 152 429 140 135 159 995 172 385 176 387 182 577
Firms reporting gains 59 791 58 220 56 097 54 139 43 437 49 797 71 380 78 551 94 244 93 735 109 498 115 477 123 878 133 746
Firms reporting losses 1 704 1 881 2 257 2 334 36 242 27 458 34 297 30 591 32 203 26 132 29 640 36 471 30 829 28 297
Observations 34 34 34 34 51 51 51 51 51 51 51 51 51 51
Note: The table presents descriptive statistics, focusing on tax variables (panel A) and firm characteristics (panel B). Rows 1-2 of panel A are based on Argentina’s corporate tax schedule
(Laws No. 24977, 25865 and 26565). Rows 3-4 of Panel A are based on administrative tax return data from the universe of tax-registered firms in the GR in Argentina (Federal
Administration of Public Revenue, Dataset (AFIP). Rows 5-6 of Panel A are based on ILO (2014, p.42).
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Table AII: Simplified tax regime
(Nov.) 1998-(Jun.) 2004







A 12000 20 2000kw 100
B 24000 30 3300kw 150
C 36000 45 5000kw 220
D 48000 60 6700kw 300
E 72000 85 10000kw 430
F 96000 110 13000kw 580
G 120000 150 16500kw 720
H 144000 200 20000kw 870
(Jul.) 2004-(Dec.) 2009







A 12000 20 2000kw 100
B 24000 30 3300kw 150
C 36000 45 5000kw 220
D 48000 60 6700kw 300
E 72000 85 10000kw 430
F 96000 110 13000kw 580
G 120000 150 16500kw 720
H 144000 200 20000kw 870
(Jan.) 2010-(June) 2012










A 24000 30 3300kw 9000 -
B 36000 45 5000kw 9000 -
C 48000 60 6700kw 18000 -
D 72000 85 10000kw 18000 -
E 96000 110 13000kw 27000 -
F 120000 150 16500kw 27000 -
G 144000 200 20000kw 36000 -
H 200000 200 20000kw 48000 -
Note: Physical area refers to the area affected by the activity and electricity bill refers to the
electrical energy consumed.
Source: Federal Administration of Public Revenue, Dataset (AFIP).
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Table AIII: Single tax (monthly)
(July)1998-(June)2004
Category Turnover Tax (Monthly) Pension (monthly) Total (monthly)
A 33 33 66
B 39 33 72
C 75 33 108
D 118 33 151
E 194 33 227
F 284 33 317
G 373 33 406
H 464 33 497
(July)2004-(Dec.)2009





A 33 33 22 88
B 39 33 22 94
C 75 33 22 130
D 118 33 22 173
E 194 33 22 249
F 310 33 22 365
G 405 33 22 460















A 39 39 110 70 219 219
B 75 75 110 70 255 255
C 128 118 110 70 308 298
D 210 194 110 70 390 374
E 400 310 110 70 580 490
F 550 405 110 70 730 585
G 700 505 110 70 880 685
H 1600 1240 110 70 1780 1420
Source: Federal Administration of Public Revenue, Dataset (AFIP).
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Turnover tax (annual)
(July) 1998-(June) 2004
Turnover base Single tax (annual) Turnover tax [max-min]
A [0-12000] 396 [0.033]
B [12001-24000] 468 [0.038-0.020]
C [24001-36000] 900 [0.037-0.025]
D [36001-48000] 1416 [0.039-0.030]
E [48001-72000] 2328 [0.048-0.032]
F [72001-96000] 3408 [0.047-0.040]
G [96001-120000] 4476 [0.046-0.037]
H [120001-144000] 5568 [0.046-0.039]
(July) 2004-(Dec.) 2009
Turnover base Single Tax (annual) Turnover tax [max-min]
A [0-12000] 396 [0.033]
B [12001-24000] 468 [0.038-0.020]
C [24001-36000] 900 [0.037-0.025]
D [36001-48000] 1416 [0.039-0.030]
E [48001-72000] 2328 [0.048-0.032]
F [72001-96000] 3720 [0.051-0.039]
G [96001-120000] 4860 [0.050-0.041]
H [120001-144000] 6060 [0.050-0.042]
(Jan.) 2010-(June). 2012








A [0-24000] 468 468 [0.020] [0.020]
B [24000-36000] 900 900 [0.037-0.025] [0.037-0.025]
C [36001-48000] 1536 1416 [0.042-0.032] [0.039-0.030]
D [48001-72000] 2520 2328 [0.052-0.035] [0.048-0.032]
E [72001-96000] 4800 3720 [0.066-0.050] [0.051-0.039]
F [96001-120000] 6600 4860 [0.068-0.055] [0.050-0.041]
G [120001-144000] 8400 6060 [0.069-0.058] [0.050-0.042]
H [144001-200000] 19200 14880 [0.130-0.096] [0.103-0.074]
Source: Federal Administration of Public Revenue, Dataset (AFIP).
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Table AIV: Classification of firms in the GR
Threshold Reported turnover (annual, pesos) Size Eligibility
1º 1 100 000 Small firms Eligible firms
2º 100 001 200 000
3º 200 001 300 000
Medium firms
Non eligible firms
4º 300 001 500 000
5º 500 001 1 000 000
6º 1 000 001 2 000 000
7º 2 000 001 3 000 000
8º 3 000 001 5 000 000
9º 5 000 001 10 000 000
10º 10 000 001 20 000 000
11º 20 000 001 30 000 000
12º 30 000 001 50 000 000
13º 50 000 001 100 000 000
14º 100 000 001 200 000 000
15º 200 000 001 300 000 000
16º 300 000 001 500 000 000
Large firms17º More than 500 000 000
Source: Federal Administration of Public Revenue of Argentina, Dataset (AFIP).
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Table AV: Bunching window
All firms














1997 - 0,07 0,01 0,05 0,06 0,08 0,09
1998 0,1 0,07 0,01 0,05 0,06 0,08 0,09
1999/2003 0,09 0,075 0,02 0,035 0,055 0,095 0,115
2004/2009 0,09 0,09 0,01 0,07 0,08 0,1 0,11
2010/2011 0,05 0,1 0,02 0,06 0,08 0,12 0,14
Non eligible firms














1997 - 0,068 0,01 0,048 0,058 0,078 0,088
1998 0,1 0,071 0,01 0,051 0,061 0,081 0,091
1999/2003 0,09 0,065 0,02 0,025 0,045 0,085 0,105
2004/2009 0,09 0,09 0,01 0,07 0,08 0,1 0,11
2010/2011 0,05 0,093 0,01 0,073 0,083 0,103 0,113
Medium firms














1997 - 0,07 0,005 0,06 0,065 0,075 0,08
1998 0,1 0,071 0,005 0,061 0,066 0,076 0,081
1999/2003 0,09 0,077 0,01 0,057 0,067 0,087 0,097
2004/2009 0,09 0,1 0,01 0,08 0,09 0,11 0,12
2010/2011 0,05 0,09 0,01 0,07 0,08 0,1 0,11
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Note: Figure AI1 shows the empirical Kernel density distribution of the profit rate (calculated profit as a
fraction of turnover) for all firms and different time periods. The calculated profit is the reported turnover
minus the reported costs. The black solid line shows the kink points calculated using (min) and :
1998(0.1), 1999/2003(0.09), 2004/2009(0.09) and 2010/2011(0.05). The blue solid line shows the kink
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Figure AI1: Consistency checks
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Note: Figure AI2 shows the empirical Kernel density distribution of the profit rate (reported gross
profit as a fraction of turnover). The black solid line shows the kink points calculated using (min) and
: 1998(0.1), 1999/2003(0.09), 2004/2009(0.09) and 2010/2011(0.05). The blue solid line shows the
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Figure AI2: Consistency checks
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Note: Figure AII1 shows the empirical Kernel density distribution of the profit rate (reported taxable
income as a fraction of turnover) for all firms. The black solid line shows the kink points calculated using(min) and : 1998(0.1), 1999/2003(0.09), 2004/2009(0.09) and 2010/2011(0.05). The blue solid line
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Figure AII1: Bunching evidence
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Note: Figure AII2 shows the empirical Kernel density distribution of the profit rate (reported taxable
income as a fraction of turnover) for eligible firms. The black solid line shows the kink points calculated
using (min) and : 1998(0.1), 1999/2003(0.09), 2004/2009(0.09) and 2010/2011(0.05). The blue solid
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Figure AII2: Bunching evidence
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Note: Figure AII3 shows the empirical Kernel density distribution of the profit rate (reported
taxable income as a fraction of turnover) for non-eligible firms. The black solid line shows the kink points
calculated using (min) and : 1998(0.1), 1999/2003(0.09), 2004/2009(0.09) and 2010/2011(0.05).
The blue solid line shows the kink points calculated using ( ,min) and : 1998(0.2),
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Figure AII3: Bunching evidence
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Note: Figure AII4 shows the empirical Kernel density distribution of the profit rate (reported taxable
income as a fraction of turnover) for medium firms. The black solid line shows the kink points calculated
using (min) and : 1998(0.1), 1999/2003(0.09), 2004/2009(0.09) and 2010/2011(0.05). The blue solid
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Figure AII4: Bunching evidence
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Note: Figure AII5 shows the empirical Kernel density distribution of the profit rate (reported taxable
income as a fraction of turnover) for large firms. The black solid line shows the kink points calculated
using (min) and : 1998(0.1), 1999/2003(0.09), 2004/2009(0.09) and 2010/2011(0.05). The blue solid
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Figure AII5: Bunching evidence
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Note: Figure AIII1 shows the empirical Kernel density distribution of the profit rate (reported
taxable income as a fraction of turnover) for all firms in 1997, 1998, 1999/2003, 2004/2009 and
2010/2011. The black solid line shows the profit rates calculated using (min) and : 1998(0.1),
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Figure AIII1: Pre-SR and after-SR
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Note: Figure AIII2 shows the empirical Kernel density distribution of the profit rate (reported
taxable income as a fraction of turnover) for eligible firms in 1997, 1998, 1999/2003, 2004/2009 and
2010/2011. The black solid line shows the profit rates calculated using (min) and : 1998(0.1),
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Figure AIII2: Pre-SR and after-SR
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Note: Figure AIII3 shows the empirical Kernel density distribution of the profit rate (reported
taxable income as a fraction of turnover) for non-eligible firms in 1997, 1998, 1999/2003, 2004/2009 and
2010/2011. The black solid line shows the profit rates calculated using (min) and : 1998(0.1),
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Figure AIII3: Pre-SR and after-SR
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Note: Figure AIII4 shows the empirical Kernel density distribution of the profit rate (reported
taxable income as a fraction of turnover) for medium firms in 1997, 1998, 1999/2003, 2004/2009 and
2010/2011. The black solid line shows the profit rates calculated using (min) and : 1998(0.1),
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Figure AIII4: Pre-SR vs. after-SR
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Note: Figure AIII5 shows the empirical Kernel density distribution of the profit rate (reported
taxable income as a fraction of turnover) for large firms in 1997, 1998, 1999/2003, 2004/2009 and
2010/2011. The black solid line shows the profit rates calculated using (min) and : 1998(0.1),
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Figure AIII5: Pre-SR vs. after-SR
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Note: Figure AIV1 shows the empirical Kernel density distribution of the profit rate (reported
taxable income as a fraction of turnover) for all firms in each time period. In Panel A, the kinks are at a
profit rate 0.1 (in 1998) and 0.09 (in 1999/2003). In Panel B, the kinks are at a profit rate 0.1 (in 1998)
and 0.09 (in 2004/2009). In Panel C, the kinks are at a profit rate 0.1 (in 1998) and 0.05 (in 2010/2011).
In Panel D, the kinks are at a profit rate 0.09 (in 1999/2003) and 0.09 (in 2004/2009). In Panel E, the
kinks are at a profit rate 0.09 (in 1999/2003) and 0.05 (in 2010/2011). In Panel F, the kinks are at a profit
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Figure AIV1: Identification checks
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Note: Figure AIV2 shows the empirical Kernel density distribution of the profit rate (reported
taxable income as a fraction of turnover) for eligible firms in each time period. In Panel A, the kinks are
at a profit rate 0.1 (in 1998) and 0.09 (in 1999/2003). In Panel B, the kinks are at a profit rate 0.1 (in
1998) and 0.09 (in 2004/2009). In Panel C, the kinks are at a profit rate 0.1 (in 1998) and 0.05 (in
2010/2011). In Panel D, the kinks are at a profit rate 0.09 (in 1999/2003) and 0.09 (in 2004/2009). In
Panel E, the kinks are at a profit rate 0.09 (in 1999/2003) and 0.05 (in 2010/2011). In Panel F, the kinks
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Figure AIV2: Identification checks
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Note: Figure AIV3 shows the empirical Kernel density distribution of the profit rate (reported
taxable income as a fraction of turnover) for non-eligible firms in each time period. In Panel A, the kinks
are at a profit rate 0.1 (in 1998) and 0.09 (in 1999/2003). In Panel B, the kinks are at a profit rate 0.1 (in
1998) and 0.09 (in 2004/2009). In Panel C, the kinks are at a profit rate 0.1 (in 1998) and 0.05 (in
2010/2011). In Panel D, the kinks are at a profit rate 0.09 (in 1999/2003) and 0.09 (in 2004/2009). In
Panel E, the kinks are at a profit rate 0.09 (in 1999/2003) and 0.05 (in 2010/2011). In Panel F, the kinks
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Figure AIV3: Identification checks
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Note: Figure AIV4 shows the empirical Kernel density distribution of the profit rate (reported
taxable income as a fraction of turnover) for medium firms in each time period. In Panel A, the kinks are
at a profit rate 0.1 (in 1998) and 0.09 (in 1999/2003). In Panel B, the kinks are at a profit rate 0.1 (in
1998) and 0.09 (in 2004/2009). In Panel C, the kinks are at a profit rate 0.1 (in 1998) and 0.05 (in
2010/2011). In Panel D, the kinks are at a profit rate 0.09 (in 1999/2003) and 0.09 (in 2004/2009). In
Panel E, the kinks are at a profit rate 0.09 (in 1999/2003) and 0.05 (in 2010/2011). In Panel F, the kinks
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Figure AIV4: Identification checks
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Note: Figure AIV5 shows the empirical Kernel density distribution of the profit rate (reported
taxable income as a fraction of turnover) for large firms in each time period. In Panel A, the kinks are at a
profit rate 0.1 (in 1998) and 0.09 (in 1999/2003). In Panel B, the kinks are at a profit rate 0.1 (in 1998)
and 0.09 (in 2004/2009). In Panel C, the kinks are at a profit rate 0.1 (in 1998) and 0.05 (in 2010/2011).
In Panel D, the kinks are at a profit rate 0.09 (in 1999/2003) and 0.09 (in 2004/2009). In Panel E, the
kinks are at a profit rate 0.09 (in 1999/2003) and 0.05 (in 2010/2011). In Panel F, the kinks are at a profit
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Figure AIV5: Identification checks
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Note: Figure AV1 shows the empirical density distribution of the profit rate (reported taxable income as a
fraction of turnover, solid blue graph) and the counterfactual density (solid black graph) for all firms in
1997, 1998, 1999/2003, 2004/2009 and 2010/2011. The counterfactual density is estimated from the
empirical density, by fitting a third-order polynomial, second-order for 1999/2003, excluding data around
the kink. We choose the middle band for all panels such that the kink points are bin centers. The kink
points are marked by vertical solid lines, lower and upper bands of the bunching window are marked by
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Figure AV1: Bunching estimation
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Note: Figure AV2 shows the empirical density distribution of the profit rate (reported taxable
income as a fraction of turnover, solid blue graph) and the counterfactual density (solid black graph) for
non eligible firms in all periods. The counterfactual density is estimated from the empirical density, by
fitting a third-order polynomial, second-order for 1997 and 1998, excluding data around the kink. We
choice the middle band for all panels, except 2004/2009 (all bands), such that the kink points are bin
centres. The kink points are marked by vertical solid lines, lower and upper bands of the bunching
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Figure AV2: Bunching estimation
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Note: Figure AV3 shows the empirical density distribution of the profit rate (reported taxable
income as a fraction of turnover, solid blue graph) and the counterfactual density (solid black graph) for
medium firms in all periods. The counterfactual density is estimated from the empirical density, by fitting
a third-order polynomial, excluding data around the kink. We choice the middle band for all panels,
except 1998 (all bands), such that the kink points are bin centres. The kink points are marked by vertical
solid lines, lower and upper bands of the bunching window are marked by vertical dashed lines. The zero
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Figure AV3: Bunching estimation
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Normas de edición de Documentos de Trabajo del IELAT
Tipos y tamaños de letra
En el cuerpo del texto, Arial, tamaño 11 o Times New Roman, tamaño 12.
Para las notas a pie de página y los encabezados, en caso de que los haya, Arial 9 o Times New
Roman 10.
Los títulos de introducción, capítulos y conclusiones irán en Arial 13 o Times New Roman 14,
mientras que los títulos del resto de epígrafes irán en Arial 11 o Times New Roman 12.
Todos los títulos y epígrafes irán en negrita, pero no se utilizarán ni negritas ni cursivas para
subrayar palabras en el texto, sino comillas.
En ningún caso se utilizarán subrayados.
Irán en cursiva todas las palabras en otros idiomas.
Las palabras que sean cita textual de otros autores irán en cursiva o entrecomilladas.
Párrafos
Dos opciones:
1.  A espacio uno y medio, con espacio entre párrafo de 12 puntos.
2.  A espacio doble, sin espacio entre párrafos y con sangría izquierda en la primera línea de
cada párrafo.
El texto irá justificado a izquierda y derecha. Los subtítulos deberán ubicarse sobre la izquierda
sin numeración, letras ni símbolos, con la misma letra del cuerpo central y separado con doble
espacio del párrafo anterior.
Notas a pie de página
Deberán numerarse consecutivamente a lo largo de todo el documento, con numeración
arábiga y en letra. Irán en Arial, tamaño 9 o Times New Roman, tamaño 10.
Las notas a pie de página deberán justificarse a izquierda y derecha, con interlineado sencillo y
sin espacio entre párrafos ni entre notas. Las llamadas a pie de página se colocarán antes de
los signos de puntuación.
Referencias bibliográficas y documentales
Se seguirá el estilo de citación de Chicago.
a. En el texto
En notas a pie de página. Poner la llamada al pie tras la cita textual o intertextual, antes del
signo de puntuación en caso de que lo haya. Al pie, se pondrá el apellido o apellidos del autor y
el título completo de la obra citada. A continuación, es obligatorio poner el/los número/s de
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página/s de la referencia tomada si es cita textual y si es intertextual es también conveniente
ponerlo. Puede utilizarse Ibid o Ibidem si las citas son consecutivas, pero nunca Op cit.
b. En la bibliografía final
LIBRO:
Apellido o apellidos, Nombre. Título de la obra en cursiva. Lugar: Editorial, Año. Ejemplo:
Soto Carmona, Álvaro. Transición y cambio en España, 1975-1996. Madrid: Alianza Editorial,
2005.
CAPÍTULO DE LIBRO:
Apellido o apellidos, Nombre. «Título». En Título de la obra en cursiva, editado por Nombre y
Apellido o Apellidos, números de páginas que ocupa el capítulo. Lugar: Editorial, año.
Ejemplo:
Del Campo García, Esther. «Estado y sociedad en el Chile postautoritario: el proyecto de Ley de
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